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Notification -F. No. IRDAI/Reg/4/192/2023
Dated: 26th March, 2023

IRDAI (EXPENSES OF MANAGEMENT OF INSURERS TRANSACTING GENERAL OR HEALTH INSURANCE BUSINESS) REGULATIONS, 2023

 Dear Friends,

The IRDAI to enable and provide flexibility to the Insurers to manage their expenses within the overall limits based on their gross written premium to optimally utilize their resources for enhancing benefits to policyholders has notified IRDAI( Expenses of Management of Insurers transacting General or Health Insurance Business) Regulations, 2023.

Let’s discuss amended provisions of regulations going to be effective from 1st April, 2023.

IMPORTANT DEFINISTIONS

REGULATION 2 (iii) “Charges” means charge against profits such as income tax and other taxes like Goods and Service Tax(GST) borne by the insurer and other charges which are levied against the profits. 

REGULATION 2(iv) “Duration of Business” means the duration of an insurer’s business reckoned from the beginning of the financial year of commencement of business if the date of commencement is in the first half of the financial year, and from the beginning of the immediately succeeding financial year if the date of commencement is in the second half of the financial year.

REGULATION 2(v) “Expenses of Management” shall include 
(a) all expenses in the nature of operating expenses of General or Health Insurance business. (b) commission to the insurance agents, intermediaries or insurance intermediaries. 
(c) commission and expenses on reinsurance inward, which are charged to Revenue Account. 

Provided that it shall not include the charges as defined in these Regulations. 


REGULATION 2(vi) “Insurtech Expenses” means expenses incurred towards technology enabled innovation in insurance services (Policyholder oriented) that could result in new business models, applications, processes or products. 

REGULATION 2(vii) “Insurance Awareness” means awareness creation done by Insurers through; (a) direct campaigns including through branches, social media campaign, etc. and/or (b) supporting the General Insurance Council, to educate its customers and public at large in making the right choices by being aware of insurance requirements and role of insurance agents, intermediaries or insurance intermediaries. 

Provided that it shall not include Insurance Advertisement as defined under IRDAI (Insurance Advertisements and Disclosure) Regulations, 2021 as amended from time to time.

PART-II LIMIT OF EXPENSES OF MANAGEMENT IN GENERAL INSURANCE BUSINESS OR HEALTH INSURANCE BUSINESS 

REGULATION 3(1) No insurer carrying on General Insurance Business in India shall incur expenses of management in excess of 30 percent of gross premium written in India in a financial year. 

REGULATION 3(2) No insurer exclusively carrying on Health Insurance Business in India shall incur expenses of management in excess of 35 percent of gross premium written in India in a financial year.

	IRDAI( Expenses of Management of Insurers transacting General or Health Insurance Business) Regulations, 2016 provides that ;

REGULATIONS 3;
No insurer carrying on General Insurance Business or Health Insurance Business in India, shall spend in any financial year as expenses of management, an amount exceeding – 

(i) the amount of commission or other remuneration paid to insurance agents and insurance intermediaries in respect of their business transacted in the financial year as may be allowed by the Authority from time to time; 

Provided that the Authority, based upon the representation received from an insurer, may allow higher remuneration to the insurance agents and insurance intermediaries with such conditions as it may be deemed fit. 

(ii) Commission and expenses reimbursed on reinsurance inward; and 
(iii) Operating expenses. 

Provided that the sum of (i), (ii) and (iii) above shall not exceed an amount computed on the basis of percentages appropriate to the various parts of its total gross premium written in India during the year in respect of various segments of business as specified in Schedule- I.

SCHEDULE -I

1. FIRE BUSINESS 
Part of the total gross premium of the insurer written in India /Percentage of Premium First 200 crore of rupees                                                                  35.00 
Next 150 crore of rupees                                                                 30.00 
The Balance                                                                                       27.50 

2. MARINE INSURANCE BUSINESS 
Part of total gross premium of the insurer written in India /Percentage of Premium First 150 crore of rupees                                                                 27.50 
Next 75 crore of rupees                                                                  22.50 
The Balance                                                                                      20.00 

3. MOTOR 
Part of the total gross premium of the insurer written in India /Percentage of Premium First 500 crore of rupees                                                                37.50 
Next 250 crore of rupees                                                               32.50 
The Balance                                                                                     30.00 

4. HEALTH RETAIL 
Part of the total gross premium of the insurer written in India/ Percentage of Premium First 400 crore of rupees                                                                   37.50 
The Balance                                                                                         32.50  

5. HEALTH GROUP / CORPORATE 
Part of the total gross premium of the insurer written in India /Percentage of Premium First 250 crore of rupees                                                                  35.00 
The Balance                                                                                        27.50

6. HEALTH GOVERNMENT SCHEME 
Part of the total gross premium of the insurer written in India /Percentage of Premium First 200 crore of rupees                                                                  30.00 
The Balance                                                                                       22.50

7. MISCELLANEOUS GROUP / CORPORATE 
Part of the total gross premium of the insurer written in India /Percentage of Premium First 200 crore of rupees                                                                  35.00 
Next 150 crore of rupees                                                                 30.00 
The Balance                                                                                        27.50 

8. MISCELLANEOUS RETAIL 
Part of the total gross premium of the insurer written in India /Percentage of Premium First 150 crore of rupees                                                                 37.50 
Next 75 crore of rupees                                                                  32.50 
The Balance                                                                                      30.00 



PLEASE NOTE THAT : THE IRDAI has removed various caps on payment of commission in different LOBs and allowed 30% of GWP(Gross Written Premium) for General Insurers and 35% for Health Insurers for Management Expenses. The rates prescribed in Schedule I , as earlier has been removed.











PART III- ADDITIONAL ALLOWABLE EXPENSES;

REGULATION 4. In addition to expenses of management limit as specified in sub-regulation (1) and (2) of Regulation 3 above, the insurer shall be allowed the following additional expenses:

(1) HEAD OFFICE EXPENSES An insurer having his principal place of business in India and having branch offices outside India or having International Financial Service Centre (IFSC) Insurance office (IIO) shall be allowed an additional allowance towards share of Head Office expenses. 

Such allowance shall not exceed 10 per cent of the gross premium income written outside India through such branch office or International Financial Service Centre Insurance Office (IIO) during the year. 

It means that : Management Expenses in case of ;
i) General Insurer- 30% of GWP in India+ 10% of GWP written from overseas branches;
ii) Health Insurers - 35% of GWP in India+ 10% of GWP written from overseas branches.

(2) EXPENSES INCURRED TOWARDS RURAL SECTOR, 
Pradhan Mantri Suraksha Bima Yojana (PMSBY), 
Pradhan Mantri Jan Arogya Yojana (PMJAY) and 
Pradhan Mantri Fasal Bima Yojana (PMFBY) business or such other schemes as notified by the Authority. 

An insurer reporting growth in the gross direct premium sourced from Rural Sector, PMJAY and PMFBY or such other schemes as specified by the Authority shall be allowed an additional allowance. 

Provided that such allowance shall not exceed 15 per cent of the incremental premium over the previous financial year, sourced from the rural sector and the above specified schemes. 

Provided further that in no case, such allowance shall exceed the actual expenses of management incurred for the rural sector and the above specified schemes during the previous financial year. 

Provided also that in case of PMSBY or such other schemes as are notified by the Authority, such allowance shall not exceed 15 per cent of the gross direct premium sourced during the year from such schemes. 

For the purposes of this Regulation, ‘Rural Sector’ shall have the meaning specified under the IRDAI (Obligations of Insurers to Rural and Social Sectors) Regulations, 2015, as amended from time to time. 

(3) EXPENSES INCURRED TOWARDS ‘INSURTECH’ AND ‘INSURANCE AWARENESS’: An insurer shall be allowed an additional allowance towards Insurtech and Insurance Awareness expenses to the extent of five(5%) percent of the allowable expenses of management as specified in Regulation 3 to widen customer reach.

LET’S ANALYSE;
I. FOR GENERAL INSURERS
EXPENSES OF MANAGEMENT- 
a) Expenses of management as specified Regulation 2(v)-                          30% of GWP
b) Head Office Expenses( of GWP income  from overseas branches )        10% of GWP
Rural Sector (incremental premium over the previous financial year, 15% of GWP
sourced from the rural sector and the above specified schemes)
c) Insurtech’ and Insurance Awareness ( 30%*5%)                                      1.50%GWP

II. FOR GENERAL INSURERS
EXPENSES OF MANAGEMENT- 
a) Expenses of management as specified Regulation 2(v)-                          35% of GWP
b) Head Office Expenses( of GWP income  from overseas branches )        10% of GWP
Rural Sector (incremental premium over the previous financial year, 15% of GWP
sourced from the rural sector and the above specified schemes)
c) Insurtech’ and Insurance Awareness ( 35%*5%)                                      1.75%GWP



PART – IV BOARD APPROVED POLICY AND BUSINESS PLAN 

REGULATION 5 Every insurer shall have a well-documented policy approved by its Board on annual basis, which shall, at the minimum specify: 

(i) Measures to bring cost effectiveness in the conduct of business and reduction of the expenses of management on an annual basis; 
(ii) Manner of transfer of benefits, arising from reduction of expenses and/or from directly sourced business to the policyholders by way of reduction in premium; 
(iii) Manner in which compliance with computation of additional allowance as per Regulation 4 shall be ensured; 
(iv) Manner of allocation and apportionment of expenses of management amongst various business segments including the following parameters: 
a) Expenses which shall be allocated; 
b) Basis of allocation; 
c) Expenses which shall be apportioned; 
d) Basis of such apportionment; 

(v) Structure of commission payable in terms of IRDAI (Payment of Commission) Regulations, 2023 as amended from time to time. 
(vi) Manner in which the compliance with the policy shall be ensured. 

Provided that any revision in the policy along with its implication on various segments shall be disclosed suitably under notes to accounts forming part of financial statements. 

The Appointed Actuary and the Chief Financial Officer shall be responsible for ensuring that the allocation and apportionment of the expenses of management are in accordance with the Board approved policy.

REGULATION 6 : BUSINESS PLAN: 
(1) Every insurer shall formulate a business plan in advance on an annual basis, which shall be approved by the respective Boards. The business plan shall, at the minimum, clearly specify the following- 

(i) the projected requirements of capital during the said financial year; 

(ii) projection of solvency margin on a quarterly basis; 

(iii) the projection of expenses of management (in rupees as well as percentage of gross premium written in India) and the compliance or otherwise with the limits of expenses of management. 

(2) The business plan formulated as above shall be monitored by the Board at regular intervals.

PART-V RETURN OF EXPENSES OF MANAGEMENT 

REGULATION 7. 
All insurers transacting General Insurance or Health Insurance business, at the expiration of each financial year, shall prepare with reference to that year, Return of Expenses of Management as per the format specified under Schedule I. 

The Return shall be signed by the Chief Executive Officer, the Chief Financial Officer, the Chief Compliance Officer and the Appointed Actuary of the Insurer. 

REGULATION 8. The Return shall be certified by the statutory auditors of the Insurer and the certificate duly signed by at least one of the statutory auditors shall be filed in the format given in Schedule- II. 

REGULATION 9. The Return along with the statutory auditor’s certificate shall be reviewed by the Audit Committee prior to being placed for approval of the Board of the insurer. 


REGULATION 10. The Return of expenses of management duly adopted by the Board along with the certified true copy of minutes of the meetings wherein the committee(s) and/or Board of the insurer has approved these documents, shall be filed with the Authority along with returns indicated in sub-section (1) of Section 15 of the Act in the manner and within the time specified therein.

	SECTION 15(1) OF THE INSURANCE ACT, 1938 –
Submission of returns.—
(1) The audited accounts and statements referred to in section 11 or sub‑section (5) of section 13 and the abstract and statement referred to in section 13 shall be printed, and four copies thereof shall be furnished as returns to the Authority within six months from the end of the period to which they refer.
Provided that the said period of six months shall in the case of insurers having their principal place of business or domicile outside India and in the case of insurers constituted, incorporated or domiciled in India but also carrying on business outside India be extended by three months, and provided further that the Central Government may in any case extend the time allowed by this sub‑section for the furnishing of such returns by a further period not exceeding three months.




PART- VI: POWER TO EXERCISE FORBEARANCE IN CASE OF EXCESS EXPENSES OF MANAGEMENT 

REGULATION11. (1) The Authority may exercise forbearance in case an insurer exceeds the limits of expenses of management. Such forbearance may be exercised on a case to case basis in respect of insurers having ‘duration of business’ upto 5 years. 

(2) In case of an insurer having actual expenses of management more than the allowable expenses of management for the financial year 2022-23, the Authority, having regard to the business model of the insurer, may grant forbearance, subject to the confirmation by its board that it shall bring its actual expenses within the allowable limits, within a period of 3 years i.e. by the financial year 2025-26. 

Provided that no such direction shall be issued by the Authority unless a representation detailing the business plan has been furnished by the Insurer to the Authority.


PART- VII COMPLIANCES 

REGULATION 12. 
(1) The Insurers shall ensure that their expenses of management are within the allowable limit on the overall basis. Where the insurer has exceeded the allowable limits of expenses of management, the excess of such expenses shall be charged to the Profit and Loss Account. 

(2) In case the amount of actual expenses of management exceeds by 10 percent or more of the projected expenses of management as per the business plan formulated in terms of Regulation 6, no variable pay shall be payable to Managing Director (MD) / Chief Executive Officer (CEO) / Whole-Time Directors (WTD) and Key Managerial Personnel (KMPs) for the said financial year. The Nomination and Remuneration Committee shall ensure the compliance of the same. 

Provided that this sub-Regulation shall not be applicable to Insurers having duration of business’ upto 5 years. 

REGULATION 13. ADDITIONAL COMPLIANCES 
(1) In case an insurer exceeds the limits of expenses of management as specified in these Regulations or does not follow the directions issued by the Authority in this regard, it may be subject to one or more of the following: 
(i) Excess to be charged to Profit and Loss Account;
(ii) Restriction on opening of new places of business; 
(iii) Administer a warning to the insurer; 
(iv) Penal action under section 102 of the Act; 
(v) Removal of Managerial Personnel and / or appointment of Administrator; 
(vi) Restriction on performance incentive to Managing Director (MD) / Chief Executive Officer (CEO) / Whole-Time Directors (WTD) and Key Managerial Personnel (KMPs); 
(vii) Any other action as specified in the Act. 


(2) The Authority, apart from taking action as enumerated in sub-regulation (1) above, may also direct the insurer not to underwrite new business in one or more segments in case of repeated breach of the limits of expenses or violation of any direction issued by the Authority under these Regulations.

REGULATION 15. REPEAL AND SAVINGS: - 
(1) Insurance Regulatory and Development Authority of India (Expenses of Management of Insurers transacting General or Health Insurance Business) Regulations 2016 shall be repealed from the date these Regulations coming into force.

CONCLUSION: the Authority has entertained the demand of industry for increasing limit on expenses of management and this is appreciable. The Authority has done a lot during this financial year which help in ease of doing business in India. This will help to insurers to expand their business base and more and more penetration of business in rural areas. The target to insure all Indians till 2047 will be achieved through these measures. 

DISCLAIMER: the article presented here is only for sharing information with readers. The views are personal, shall not be taken as professional advice. In case of necessity do consult with professionals for more clarity and understanding on subject matter.
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